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OFFERING MEMORANDUM CONFIDENTIAL 

$550,000,000 

Illinois Power Company 
11%% Mortgage Bonds due 2010 

We are offering S550,000,000 aggregate principal amount of 11’/2% Mortgage Bonds due 2010 (the 
“Offered Bonds”), $150.000.000 of which are being offered on a delayed delivery basis subject to approval by 
the Illinois Commerce Commission (the “Delayed Delivery Bonds”). Interest on the Offered Bonds is payable on 
June 15 and December 15 of each year. beginning June 15,2003. The Offered Bonds will mature on 
December 15. 2010. We may redeem some or all of the Offered Bonds at any time on or after December 15, 
2006. Before December 15,2005. we may redeem up to 35% of the aggregate principal amount of the Offered 
Bonds with the net cash proceeds of qualified equity offerings or cash contributions to our common equity 
capital. The redemption prices for rhe Offered Bonds are set forth under the heading “Description of the Offered 
Bonds“ beginning on page 56 of ttus offering memorandum. 

The Offered Bonds will be secured equally with all other Mortgage Bonds outstanding or hereafter 

The Offered Bonds are expected to be eligible for uading in the Portals“ !vIarket, a subsidiary of the 

issued under our General Mortgage Indenture and Deed of Trust dated as of November I, 1992. 

Nasdaq Stock Market. Inc. We do not intend to apply for listing of the Offered Bonds on any securities exchange 
or for the inclusion of the Offered Bonds on an? automated dealer quotation system. 

Investing in the Offered Bonds involves significant risks. PIease read “Risk 
Factors” beginning on page 8 of this offering memorandum. 

PRICE: 97.48% PLUS ACCRUED INTEREST, IF MY, FROM DECEMBER 20,2002. 

The Offered Bonds have not been registered under the Securities Act of 1933. as amended, or the 
securities laws of any otherjurisdiction. Unless they are registered. the Offered Bonds may be offered only in 
transactions that are exempt from registration under the Securities Act or the securities laws of any other 
jurisdiction. Accordingly, we are offering the Offered Bonds only to qualified institutional buyers under Rule 
I U A .  For further details about eligible offerees and resale restrictions. please read “Notices to Investors.” 

disapproved of the Offered Bonds or determined if this offering memorandum is truthful or complete. Any 
representation to the contrary is a criminal offense. 

Offered Bonds and. in certain circumstances. a shelf regismtion statement with respect to resales of the Offered 
Bonds. 

Offered Bonds in the aggregate principal amount of U00.000.000 will be ready for delivery in book- 
entry form through The Depositor). Trust Company on or abour Dccember 20.2002. and the Delayed Deliver) 
Bonds will be ready for delivery in the same form. subject io approval by the Illinois Commerce Commission. on 
or before January 31.2003. 

Neither the Securities and Exchange Commission nor any state securities commission has approved or 

We have agreed to file a registration sratement with the SEC with respect to an exchange offer for the 

Join: Book-Rio7nb7g .tlfliiflp@rs 

Merrill Lynch & Co. Credit Suisse First Boston 
The date of this offains memorandurn is Dccember 17.2002. 
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You should rely only on the information contained or incorporated by reference in this offering 
memorandum. We have not, and the initial purchasers have not. authorized any other person to provide you with 
different information. If anyone provides you with different or inconsistent information, you should not rely on 
it. We are not, and the initial purchasers are not, making an offer to sell these securities in &y jurisdiction where 
the offer or sale is not permitted. You should assume that the information appearing in this offering 
memorandum or in any document incorporated by reference is accurate only as of the date hereof or thereof. Our 
business, financial condition. results of operations and prospects may have changed since that date. 

The offer and sale of the Offered Bonds have not been registered under the Securities Act, and the 
Offered Bonds may not be offered or sold in the United States or to U.S. persons unless registered under the 
Securities Act or an exemption from the registration requirements of the Securities Act is available. We are 
relying on an exemption from registration under the Securities Act for offers and sales of securities that do not 
involve a public offering. By purchasing the Offered Bonds, you will be deemed to have made the 
acknowledgments. representations, warranties and agreements described under the heading “Notices to 
Investors” in this offering memorandum, You should understand that you will be required to bear the fmanCd 
risks of your investment for an indefinite period of time. me initial purchasers are relying on an exemption from 
registration provided by Rule 1WA under the Securities Act in connection with the resale of the Offered Bonds 
only to qualified institutional buyers. 

We have submitted this offering memorandum confidentially to a limited number of qualified 
institutional buyers so that they can consider a purchase of the Offered Bonds. We have not authorized its use for 
any other purpose. This offering memorandum may not be copied or reproduced in whole or in pm. It m y  be 
distributed and its contents disclosed only to the prospective investors to whom it is provided. By accepting 
delivery of this offering memorandum, you agree to these restrictions. Please read “Notices to Investors.” 

This offering memorandum summarizes certain documents and other information. and we refer YOU to 
them for a more complete understanding of what we discuss in this offering memorandum. In making an 

.. 
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investment decision. you must rely on your own exmination of our company and the terms of this oifering and 
the Offered Bonds. including the risks involved. Prospective investors are hereby offcrcd the opportunity, prior to 
purchasing any Offered Bonds. to ask questions and receive answers concernin3 us and the terms ofthis offering 
and the Offered Bonds. 

We are not making any :cpresentation to any purchaser ofthe Offered Bonds regarding the legal~ty of an 
investment in the Offered Bonds by such purchaser under any legal invstment or jimilar la\cs or regulations. 
You ihould not consider any iniormation in this offering memorandum or in any document incorporated herein 
by reference to be legal. business or tax advice. You should consult your own attorney. business advisor and ~ Z K  

advisor for legal. business and tzx advice regxding an investment in the Offered Bonds. 

We and the in i t i d  purchasers reserve the right to reject any offer to purchase any of the Oifered Bonds. 
in whole or in pan. or to sell less than the aggregate principal amount of Offered Bonds offered hereby or for 
which any prospective purchaser has subscribed. This offer can be withdrawn at any time before the closing of 
the offering and is specifically made subject to the terms described in this offering memorandum and in the 
purchase agreement between us and the initial purchasers. 

The distribution of this aifering memorandum and the offer. sale and delivery of the Offered Bonds in 
certain jurisdictions may be restricted by law. Persons into whose possession this offering memorandum comes 
are required to inform themselves about and to observe any such restrictions. Please read “Notices to Investors” 
and ”Plan of Distribution” for 3 description of certain restrictions on offers. sales and deliveries of the Offered 
Bonds 3nd on distribution of this offering memorandum and any other offering mattrials. This offering 
memorandum does not constitute 3n offer to sell or the solicitation of an offer to buy the Offered Bonds in any 
jurisdiciion in which such offer or solicitation is unlawful. 

KOTICE TO NEW HAMPSHIRE RESIDENTS 

Neither the fact that a registration statement or an application for a license has been filed under RSA 
421-B with the State of New Hampshire nor the fact that a security is effectively registered or a person is 
licensed in the State of New Hampshire constitutes a finding by the Secretary of State of New Hampshire that 
any document filed under RSA -121-B is true, complete and not misleading. Neither any such fact nor the fact that 
an exemption or exception is available for a security or a transaction means that the Secretary of State of New 
Hampshire has passed in any way upon the merits or qualifications of. or recommended or given approval to, any 
person, security or uansaction. It is unlawful to make. or cause to be made, to any prospective purchaser, 
customer or client any representation inconsistent with the provisions of this paragnph. 

FORWARD-LOOKING STAFZAIENTS 

This offering memorandum and the documents incorporated by reference in this offering memorandum 
include statements reflecting assumptions, expectations. projections, intentions or beliefs about future events. 
These statements are intended as “forward-looking statements’’ under the Rivate Securities Litigation Reform 
k t  of 1995. You can identify these statements by the fact that they do nor relate strictly to historical or current 
facts. They use words such as “anticipate,” “estimate,” ‘project,’* “forecast,” “may.“ “will.” ”should,” “expect” 
and other words of similar meaning. In particular, these include. but are not limited to, statements relating to the 
following: 

projected operating or financial results; 

expectations regarding capital expenditures and other matters: * 

... 
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* beliefs about the financial impact of deregulation; 
assumptions regarding the outcomes of legd and administrative proceedings; - estimations relating LO the potential impact of new xcounting standards; - beliefs regardin: the consummation of asset sales: 

* - intentions with respect to future e n e r g  supplies: and 
* 

Any or a11 of our forward-looking itatements may turn out to be wrong. They can be dfected by 

anticipated costs 3r;jociared with legal and rsgulxory compliance. 

inaccurate assumptions or by known or unknown risks and uncertainties. including the following: 
the timing and extcnt of changes in commodity prices for natural gas and electricity: 
the effects of deregulation in Illinois and nationally and the rules and regulations adopted in 
connection therewith: 
competition from alternate retail elecnic providers; 
general economic and capital market conditions. including overall economic -go=*. demand for 
power and natural gas. and interesi rates: 
our substantial indebtedness and the abilin. of our operations to produce sufficient cash flows to 
service principal and interest on such indebtedness: 
the risk that the prei iously announced sale of our electric transmission system to Trans-Elect, Inc. 
may not close as a result of the regulatory. financing and other contingencies related to that 
transaction; 
our ability to negotiate a new bank credit facility on terms acceptable to us and OUT lenders; 
the effects of the issues currently facing Dynegy Inc., our indirect parent company. including its 
ability to successfully execute the remaining elements of its capital and liquidity strategy and to 
maintain adequate liquidity to satisfy its debt maturities and other obligations and the ultimate 
impact of the legal and administrative proceedings to which it is currently subjecL including legal 
proceedings relating to its terminated merger with Enron C o p ,  financial restatements resulting 
from. and private and governmental claims based on, a srmctured natural gas nansaction 
consummated in 200 I referred to as Project Alpha. Dynea ' s  trading practices and shareholder 
claims. and the ongoing re-audit of Dynegy's financial statements for the three-year period ended 
December 31,2001: 
Dynegy's financial condition, including its ability to maintain its credit ratings and to continue to 
support payment to us of principal and interest on our 52.3 billion intercompany note receivable; 
the risk that we suffer adverse consequences as the result of any significant downward adjustments 
in the cmying value of our 52.3 billion intercompany note receivable; 
the cost of borrowing, access to capital markets and other factors affecting Dynegy's and OUT 

financing activities: 
operational factors affecting the ongoing co-erciai operations of our uansmission, uanspomtion 
and disuibution facilities. including catastrophic weather-related damage, unscheduled repain or 
workforce issues: 
the cost and other effects of legal and administrative proceedings. settlements, investigations or 
claims. including environmental liabilities that may not be covered by indemnity 01 insurance; and 
other regulatory or legislative developments that affect the energy industry in general and our 
operations in particular. 

* 

* 

- 
* 

* 

* 

- 

- 
* 

* 

* 

* 
i 

* 

Many of these factors will be important in determining OUT actual future results. Consequently. no 
forward-looking statement can be guaranteed. Our actual future results may vary materially from those expressed 
or implied in any forward-looking statements. 

iv 



.-\I1 of our forward-looking statements. whether written or oral. are expressly qualified by these 
caution- statements and any other cautionary statements that may accompany such forward-looking statements. 
In addition. we disclaim any obligation to update any forward-looking statements to reflect events or 
circumstances after the date of this offering memorandum. 

SEC REVIEW 

JVe have agreed to exchange the Offered Bonds for publicly tradable Mortgage Bonds with terms 
identical in all material respects to the Offered Bonds. The SEC may conduct a review of our registration 
statement related to the exchanee offer and. if necessary. any shelf registration statement we file to cover resales 
of the Ofixed Bonds. We m3y make changes to the description of our business and our financial information and 
other data included or incorporated by reference in this offering memorandum when preparing our registration 
statement. including such changes as may be required by the SEC. some of which could be significant. 
Consequcntly. the information in such registration statement or documents incorporated by reference in such 
regismtion statement may differ from the information included or incorporated by reference in this offering 
memorandum. 
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OFFERING &lE>IORINDUhI SL3LbURY 

This offerkg memorandiim siimman. highlighrs selecred iitfonnarion from rliis ofering memorandiim 
and rlie doc:imenrs incorporared hrreiir by reference IO help ~ o i i  iiiidrrsraird oiir business and die renns of rlre 
Offered Bonds. Uiiless nored orhenvise. rhis offering memorandum ass:imes rlrar rhe Dela?ed Delirep Bonds will 
be issiied. Sre "Descriprion of :he Ofered Bunds-Dares oflssire: Escrow of Proceeds of DelaTed Deliyen 
Boiids. " I r e  iirge yoii IO read all of rhis oflering menioraiidiim and die dociimenrs incorporared lierein b? 
referencr r.arefiillx IO gain ujiiller ioiderstanding oforir biisiness and :hr renns of rhe Offered Bonds. as well as 
.some oJ'dir orlier considrrarions rliar ma? be imporranr to ?ou in inakinp Jour iiivrsrmenr drcisiun. You shorild 
pu? special attenrion ro rlie ''Risk Facrors" secrioii ofrliis offering mrmoraiidiim IO determine wherher an 
invesrnienr in :lie Offered Bonds is appropriareforwri. 

I I I  rliis offering rnemorandimn. "Illinois Power. '' "we. " "lis. " and "our" refer IO Illinois Power 
Compan? and irs subsidiaries. except as orhewise indicated. 

Our Company 

General 

We =e a regulated public utility engaged in the transmission. distribution and sale of electric energy and 
the distribution. transponation and sale of natural gas in the State of Illinois. We provide retail electric and 
natural gas senrice to residential. commercial and industrial consumers in substantial portions of northern, centnl 
and southern Illinois. We currently supply electric transmission service to numerous utilities. municipalities and 
power marketing entities. 

As of September 30,2002. we supplied retail electric service to 3 market with an estimated population 
of approximately 1.4 million people, and we supplied retail natural gas service to a market with an estimated 
population of approximately 1 .O million people. As of January 3, 2002. based on billable meters. we served 
588,765 active electric customers and 412,142 active natural gas customers. We hold franchises in all of the 
incorporated municipalities that we serve. 

We own seven underpund natural gas storage fields with total capacity of approximately 11.4 billion 
cubic feet and total deliverability on a peak day of approximately 314 million cubic feet. We also have contracts 
with various natural gas pipelines providing for 5.2 billion cubic feet of underground storage capacity, with total 
deliverability on a peak day of approximately 94 million cubic feet. Opmtion of underground storage permits us 
to increase deliverability to our customers during peak load periods by extracting natural gas that was previously 
placed in storage during off-peak months. 

We currently own, but have contracted to sell. our electric transmission system of 1,687 circuit miles to 
Trans-Elect, Inc.. an independent nansmission company, for $239 million (or approximately SI80 million of net 
proceeds after income tax and other vansaction expenses). The sale is expected to close in the fmt half of 2003. 
subject to receipt of approvals from governmental and regulatory bodies and other closing conditions. Please read 
"-Recent Developments" below for a further discussion of the sale of our electric transmission system. We also 
own a distribution system that includes 37,708 circuit miles of overhead and underground lines. Additionally, we 
own 755 miles of natural gas transmission pipeline and 7,543 miles of natural gas distribution pipeline. AU of OUT 
properties are located in the State of Illinois. 

For the year ended December 31,2001, we had total operating revenues of approximately $1.6 billion. 
operating income of approximately S166.5 million and EBITDA (as defined under "Selected Historical Financial 

1 
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Information” below) of approximately $537.3 million. Approximately 77% of our gross margin was attributable 
to our electric service and h e  remaining 33% was attributable to our retail natural gas service. For the nine 
months ended September 30. ZM)?. we had total openting revenues of approximately $1.1 billion. operating 
income of approximately 5138.3 million and EBITDA of approximately W 16.9 million. The electric 
transmission system sale, ifcompleted. is expected to reduce our mnud operating income by approximately 
S15.J mill<on and our annud.EB1TDA by approximarely S46.0 million. However. after Siving effect to the 
expected reduction in capital espenditures otherwise required for the opention of these assets. we believe that 
the net cash flow effect of the sale on us will be minimal. 

We were incorporated under the laws of the State of Illinois in 1913 and are headqumered in Decatur. 
Illinois. We me an electric utility company as defined in the Public Utility Holding Company Act of 1935 and are 
subject to regulation under the Illinois Public Utilities Act by the Illinois Commerce Commission. reimed Io as 
the “ICC.” We are idso subject to regulation under the Federal Power Act by the Federd Energy Rr&?ulatON 
Commission. referred to as the “FERC.” 

We are an indirect wholly owned subsidiary of Dynegy Inc. Dynegy is a holding company and conducts 
substantially all of its business ihrough its subsidiaries. The following c h m  depicts a simplified version of 
Dynegy’s corporate structure. including Dynegy’s ownership of Illinois Power. 

Dynegy Inc. 

i 

J I I 

Illinois Power Company 
(Issuer) 

Our principal executive offices are located at 500 South 371h Street. Decatur, Illinois 62521, and our 
telephone number is (217) 424-6600. 

2 
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Our Rehtionsliip with Dynegy 

were acquired by Dynegy. Dynepy. our indirect parent company. produces and delivers energy. including natural 
gas liquids 3nd coal. throuzh its owned and contractually controlled network of physical assets. We rely on 
Dynes! and other of its affiliates for. among other things. providing funds to Illinova for payments under our 
32.: billion intercompany note receivable from Illinova. a significmt ?ortion of our power and electric energy 
supply m d  certain of the administrative and general services related to our operations. Our intercompany note 
recei\ablz constitured approximately 47% of our total =sets as of September 50,2002. and the interest income 
received on this note receivable. aiter adjustment for taxes. represented approximately 39% of our net cash 
provided by operating activities for the nine-month period ended September 30. 7002. We periodically review the 
collectibility of the asset represented by our intercompany note recei\~Able from Illinova. Under present 
circumstances. we believe that 3 non-cash writedow of up to 10% ofrhz 9 . 3  billion principal amount of the 
note would be appropriate. Management will continue to assess the fac-:ors affectin: this analysis through the 
remainder of the fourth quarter and the moun t  of the writedown ultimately recorded could be higher or lower 
than the current estimate based upon changes in Dynegy’s circumstances. Please read the risk factor titled “We 
are particularly susceptible to developments at Dynegy because we rely on an unsecured note receivable from 
Illinova for a substantial portion of our net cash provided by operatin;. activities” for further discussion of our 
intercompany note receivable. 

operatin! results, liquidity and public confidence in its ability to meet its debt and other obligations and its long- 
term business strategy. all of which are reflected in continued declines in the market price for Dynegy’s debt and 
equity securities. These events include. among others. contraction in the energy trading markets. downgrades in 
Dynegy’s credit ratings. increased collateralization requirements from counterparties, a weak commodity price 
environment for power, and various legal proceedings and investigations arising from a structured natural gas 
transaction consummated in 2001 referred to as Project ..Upha. Dynezv‘s trading practices and its failed merger 
with Enron COT. As a result of these and other events. Dynegy has announced that it will restructure its 
organization and exit third parry risk management spec ts  of the marketing and trading business. 

These unaudited restatements relate to Project Alpha a balance sheet reconciliation project relating principally to 
its natural gas marketing business, adjustments relating to a change in the accounting for ceriain conmcts from 
hedge accounting to mark-to-market accounting and an overstatement of the valuation used in its 2000 
acquisition of Extant, Inc. Dynegy has announced that its independent public accountant, 
PricewaterhouseCoopers LLP, is re-auditing its 1999-2001 financial statements and that, upon completion of this 
re-audit. additional restatements may be necessar)., some of which could be material. PricewaterhouseCoopers 
LLP will not re-audit our financial results for these periods except to the extent necessary to support its re-audit 
of Dynegy’s financial statements. We do not expect PricewaterhouseCoopers LLP’s re-audit of Dynegy’s 
financial statements to affect our financial statements for 1999 through 2001. We engaged 
PricewaterhouseCoopers LLP to replace Arthur Xndersen LLP as our independent public accountant in March 
2002. Please read the risk factor titled “Your ability to recover from our former auditors, Arthur Andersen LLP, 
for any potential financial misstatements is limited“ for funher discussion. 

To learn more about Dynegy and its current financial condition, we encourage you to read Dynegy’s 
quarterly report on Form IO-Q for the quarterly period ended Septemtzr 30,2002, its current report on Form 8-K 
filed concurrently therewith pursuant to which Dynegy filed its restated 1999-2001 financial statements on an 
unaudited basis, and its other filings with the SEC. To learn how to obtain additional information about Dpegy.  
including its quarterly report on Form IO-Q for the quarterly period ended September 30,2002 and its Current 
repon on Form 8-K filed concurrently therewith, please read “Where You Can Find More Information.” Please 
also read the sections titled “Risk Factors’’ and “Certain Relationships and Related Transactions” contained in 
this offering memorandum and “Note &Related Parties” to our consolidated financial statements for the year 
ended December 31. 2001 and for the quarter ended September 30. ?M)2 for a further discussion of our 
relationship with Dynegy. 

In February 2000. our direct parent company, Illinova Corporation. and its subsidiaries. including us. 

Dynegy has recently experienced a number of events that have had a severely negative effect on its 

In addition. Dynegy has recently restated its 1999-2001 financial statements on an unaudited basis. 

3 
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Recent Developments 

On October 9. 2007. we announced that we had agreed to sell our electric transmission assets to Tms- 
Elect. an independent tnnsmission company. for 5239 million before income ta.. and other deductions. The net 
proceeds ofthis sale after income taxes and other transaction expenses are expected to be approximately $IS0 
million. The net book value of thae  assets is estimated to be approximately 51-13 million at September 30. 2002. 
Facilities rb be included are expected to be 1,657 circuit miles oi345.000-volt and 138,000-volt transmission 
lines. 30 transmission substations and the transmission assets within an additional -10 substations. We will retain 
our 37.705 circuit miles of overhead and underground lines and associated substations that comprise our electric 
disuibution system throughout Central and Southern Illinois. 

The transaction is expected to close in the rust half of 3003, subject to required approvds from the SEC. 
the Federal Trade Commission. the ICC and the FERC. as well as other closing conditions. LGth respect to the 
FERC. the sde is conditioned on its approving the Ie\~elized rates application to be filed by Trans-Elect seeking a 
13% return on equity (based on a capital stmcture of equal portions of debt and equity) which results in a 
significant increase in transmission rates over the n tes  we currently chxge. If the FERC does not approve 
levelized r a t a  in substantidly the form and m o u n t  sought by Trans-Elect. then Trans-Elect will not be obligated 
to close on the sale pursuant to the parties' signed asset purchase agreement. As a result of our current credit 
ratings, the asset purchase agreement requires us to post a S10 million letter of credit at closing in suppon of our 
obligations under the agreement. 

The purchase price is subject to adjustment with respect to cenain items. including final agreement as to 
the precise transmission asseE to be sold, any vxiance in the assumed mount  of inventory on hand and the 
amount of accounts payable at closing. A change in interest rates from those estimated by Trans-Elect in 
contemplating its financing for the sale also could cause an adjustment to the purchase price or postponement of 
the closing. at our option. These interest rates are dependent in part on our credit ratings because we will initially 
provide approximately 60% of Trans-Elect's revenues. In addition. if Trans-Elect is unable to complete the 
financing of the sale in whole or in part because of an adverse credit event affecting OUT ability to perform OUT 

obligations under the asset purchase agreement. Trans-Elect may terminate the agreement. 

closing of the wansaction. In addition, as a result of the sale, we expect to accelerate approximately $90 million 
of regulatory asset amortization. The sale, if approved. is expected to reduce our annual operating income by 
approximately S15.J million and our annual EBlTDA by approximately $46.0 million. However, after giving 
effect to the expected reduction in capital expendimes otherwise required for the operation of these assets, we 
believe that the net cash flow effect of the sale on us will be minimal. 

Upon transfer of ownership of these transmission fac es, we will contract for use of such facilities on 
the same basis as other transmission customers. Tms-Elect will participate in a FERC-approved regional 
transmission organization, referred to as an "RTO," under the same conditions that would have applied to us. On 
December 16,2002. Trans-Elect announced that it intcnds to file with the FERC for approval to join the Midwest 
Regional Transmission Organization. known as the MISO. If the FERC approves of Trans-Elect's joining the 
MISO. we would be required to post a letter of credit of up to approximately $37 million at closing, depending 
on our credit ratings. to suppon our transmission paymentabligations. In addition. we expect to file to join the 
MISO in the near future. Agreements between us and Trans-Elect will provide continued interconnection of the 
existing distribution and transmission systems and for joint use of shared facilities, such as existing substations 
and poles that suppon both transmission and distribution equipment. In addition, we will provide services to 
operate and maintain the transmission system sold to Trans-Elect for an initial period of five years. 

conditions and contingencies described above. If the sale is not completed, our current liquidity plan would be 
adversely affected. Please read the risk factor titled "Our significant leverage could have a material adverse effect 
on our financial condition and results of operations." If the sale is not completed, our transmission assets would 
remain eligible to sene  as collateral for potential furure financings under our ?dongage. 

'The pre-tax gain on the sale is estimated to k approximately S90 million and will be recorded upon the 

i 
We currently expect the sale to Trans-Elect to be completed in the fmt half of 2003, subject to the 

4 



DeCLIuII .GOJ.JUJ p) 
Page 60 of 182 

THE OFFERING 

The following is a brief Summary of some of the terms of this offering. For a more complete description 
of the terms of the Offered Bonds. please read “Description of the O i f m d  Bonds“ in this offering memorandum. 

Issuer . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Offered Bonds .................... 

Maturity date ..................... 

Interest payment dates . . . . . . . . . . . . . .  

Security ......................... 

Optional redemption . . . . . . . . . . . . . . .  

Change of control ................. 

Certain triggering events ............ 

Illinois Power Company. 

$400 million aggegate principal amount of I I e5 Mortgage Bonds 
due 2010. referred to as the ”Initial Delivery Bonds:” and 

Sl50 million aggregate principal amount of I 1  ‘/I% >longage Bonds 
due 7010. being offered on A delayed delivery bzsis subject to ICC 
approval. 

December 15.2010. 

June 15 and December 15. beginning June 13.1003. 

The Offered Bonds will be secured by the lien on our properties used 
or to be used in the generation. transmission. dismbution and sale of 
electricity and natural gas created by our General Mortgage Indenture 
and Deed of Trust dated as of November 1, 1992. Prior to this 
offering. there is currently an aggregate of approximately 51.1 billion 
of Mortgage Bonds outstanding under the >longage. 

We will have the option to redeem the Offered Bonds, in whole or in 
part, at any time on or after December 15,2006. a1 the redemption 
prices described under the heading “Description of the Offered 
Bonds-Optional Redemption.” Prior to December 15.2005, we may 
redeem up to 35% of the aggegate principal amount of the Offered 
Bonds with the net cash proceeds of qualified equity offerings or cash 
contributions to our common equity capital. 

If we experience certain specified changes of control. we must offer 
to repurchase the Offered Bonds at 101% of the principal amount 
thereof. plus accrued and unpaid interest, if any. to the date of 
repurchase. For further discussion, please see “Description of the 
Offered Bonds-Repurchase at the Option of Holders4hange of 
Control.” 

The Offered Bonds contain mggering events relating to, among other 
things: 

the payment of dividends and other distributions with respect to 
our capital stock or the purchase, redemption or retirement of our 
capital stock; 

our incurrence of additional indebtedness or issuance of 
additional preferred stock; 

the use of proceeds from asset sales; 

* 

* 
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Exchange offer: registration rigf~is 

i 

* transactions with affiliates: - 
* 

the incurrence of liens on assets to secure certain debt: 

engagement in sale and leaseback trmsactions: 

engagement in cenain business activities: and 

engagement in certain mergers. consolidations or transfers of 
assets. 

If any of these triggering events occurs, the holders of at least 25% in 
principal amount of the Offered Bonds will be able to require the 
redemption of the Offered Bonds at 2 redemption pncc squd tu 1005 
of the aggregate principal mount  of the Offered Bonds plus accrued 
and unpaid interest, if any. to the date of redemption. These triggering 
events are subject to various exceptions. Funher. certain of these 
triggering events will be suspended if and so long as Moody's and 
Standard & Poor's assign the Offered Bonds an investment grade 
rating in the future and no event of default exisis under the Mortgage. 
Please read "Description of the Offered Bonds-Triggering Events" 
and "-Suspended Triggering Events." 

Under a regisnation rights agreement to be executed as pan of this 
offering, we have agreed to: . 

* 

file a registration statement relating to an exchange offer that will 
enable holders of the Offered Bonds to exchange the Offered 
Bonds for publicly uadable Mortgage Bonds, referred to herein as 
Exchange Bonds, with terms identical in all material respects to 
the Offered Bonds: 

use our commercially reasonable efforts to cause the registration 
statement to be declared effective; 

use our commercially reasonable efforts to complete the exchange 
offer on or prior to 270 days after the issue date of the Offered 
Bonds; 

file a shelf registration statement for the resale of the Offered 
Bonds if we cannot effect an exchange offer within the time 
period listed above and in other circumstances; 

use our commercially reasonable efforts to cause the shelf 
registration statement, if required, to be declared effective; and 

use our commercially reasonable efforts to keep the shelf 
registration statement, if required, effective until the earlier of two 
years fium the date of effectiveness and the time when all of the 
Offered Bonds covered by the shelf registration statement have 
been sold, subject to certain exceptions. 

- 

* 

We will pay additional interest on the Offered Bonds if we do not 
comply with certain of our obligations under the registration rights 
agreement. Please read "Exchange Offer: Registration Rights." 
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Use of proceeds . . . . . . . . . . . . . . . . . . . . We estimate that the net proceeds from this offering. including the 
offering of the Delayed Delivery Bonds. will be approximately 
$520 million. after deducting the initial purchasers' discount and 
estimllred offering expenses. Pursuant to rhe ICC approval order 
related to thc offering of [he Initial Delivery Bonds and the ICC order 
to be requested with respect io the Delayed Delivery Bonds, we will 
be required to apply a11 of [he net proceeds from the sale of the 
Offered Bonds to refinancz or repay debt. Please read '-Use of 
Proceeds" for further discussion. 

Transfer restrictions: absence of a public 
market for the Offered Bonds . . . . . . . We have not registered the Offered Bonds under the Securities Act 

and. therefore. the Offersd Bonds are subject to restrictions on 
transferability and resale. Tne Offered Bonds are new securities, and 
there is currently no established market for the Offered Bonds. If 
issued, the Exchange Bonds $enenlly will be freely transferable but 
will also be new securities for which there will not initially be a 
market. Accordingly. we cannot assure you as to the development or 
liquidity of any market for the Offered Bonds or the Exchange Bonds. 
We expect that the Offered Bonds will be eligible for trading in the 
PortalsM Market. The initial purchasers have advised us that they 
currently intend to make 3 market in the Offered Bonds and, if issued. 
the Exchange Bonds. However. they are not obligated to do so, and 
they may discontinue any market making with respect to the Offered 
Bonds or the Exchange Bonds without notice. We do not intend to 
apply for a listing of the Offered Bonds or, if issued, the Exchange 
Bonds, on any securities exchange or for the inclusion of the Offered 
Bonds or, if issued. the Exchange Bonds, on any automated dealer 
quotation system. 

Risk factors . . . . . . . . . . . . . . . . . . . . . . . Please read "Risk Factors" and the other information included or 
incorporated by reference in this offering memorandum for a 
discussion of factors you should carefully consider before deciding to 
invest in the Offered Bonds. 
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RISK F.\CTORS 

.In iirvesrnrenr iir rhr 0,fered Bunds involves a sigir$canr desree of risk iirclrrcibr,o [Ire r i sk  described 
beluw. €+re iirvesriiip in rlie Offered Bunds. yurr rhurrld carejrlly consider rlrr risks describrd below. in 
uddiriuii ro urlrer iiifunnnrioir cunrairrrd ur incorporated 6~ reference iir rlris offering ineinornrrdirm. 111 addition. 
please read "Funrard-Looking Smrerneiirs. '' iclirre we describe oddiriorral rriicenainries assuciared wirlt o w  
brrsiiiess aird rlrr funrard-luokiirg srafeineirrs cuirrainrd ur iiicurpurared by rejereirce in rlris qfering 
metnurari~iiim. 

Our significant leverage could have a material adverse effect on our financial condition and results of 
operations. 

We have significant ncx-term debt maturities. A s  of December 1.2002. our debt maturities through 
December 51. 2003 were as follows: 

Date - 
Fourth Quaner 2001 

First Quarter 2003 

Second Quarter 1003 

Third Quarter 7003 

Fourth Quarter 2003 

Type 

Transitional Funding Trust Xotes( 1)  

Transitional Funding Trust Xotes( I )  

Bank Credit Facility(?) 
Transitional Funding Trust Notesf I )  

Maturing .\.IOrtgage Bonds(3) 
Transitional Funding Trust ?.laces( I)  

Transitional Funding Trust Notes( I)  

- Amount Outsmnding/Owed 

S21.6 million 

$21.6 million 

5300 million 
521.6 million 

$ 190 million 
921.6 million 

$2 I .6 million 

(1) Refers to transitional funding trust notes issued by a related special purpose trust, of which approximately 
$540 million were outstanding at September 30,2002. These notes were issued pursuant to the Illinois 
Electric Utility Transitional Funding Law and are to be repaid quarterly with cash set aside from customer 
billings. We expect that we will pay down these notes ntably from the cash we receive from customer 
billings through 2008. 

( 2 )  On May 17,2002. we borrowed the remaining 560 million available under our 36Cday 5300 million bank 
revolving credit facility and converted the facility to a one-yeas term loan pursuant to the terms of the 
facility. 

(3) Reflects 5190 million of the approximately S1.l billion in Mortgage Bonds outstanding at December 1, 
2002. 

In addition to the S86.4 million of annual payments due on OUT Transitional Funding Trust Notes 
through 2008, we have a payment of up to $81 million due on our Tdton lease financing in the third quarter of 
2004. Pursuant to this financing. which is treated as an opirating lease for accounting purposes and a capital 
lease for tax purposes, we lease. and then sublease to Dynegy Midwest Generation, Inc., another Dynegy 
subsidiary and which we refer to as "DMG," four gas turbines associated with a power plant located in Tilton, 
Illinois. At the expiration of the lease, we have an option to purchase the gas turbines. If we do not purchase the 
gas turbkes, the turbines will be sold. We will be responsible for any shortfall if the sale proceeds are less than 
$8 1 million, up to our minimum residual vaIue guarantee on the lease of 86% of the $8 1 million payment due, or 
$69.6 million. 

In addition to our existins debt maturities. we have the ability to issue a significant amount of additional 
indebtedness, subject to market conditions. ICC approval and Lie provisions of the Mortgage and the 
Supplemental Indenture which govern the Offered Bonds. Additional Mortgage Bonds may be issued under 
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the Mortgage on the basis of ( i )  75% of net utilin. property additions and (ii) the principal amount of retired 
Mortgage Bonds. As of September 30.3002. we had the capacity to issue approximately S971 million of 
additional debt under the b1ortgage. 

We also could cause the issuance by a related special purpose trust. subject to ICC approval. the terms 
of the Offered Bonds and certain other conditions. of up to S86J million in additional Transitional Funding Trust 
Notes pursuant to the Illinois Electric Utility Transitional Funding Law. There were approximately SjJO million 
in Transitional Funding Trust Notes outstanding at September 30,2001. the principal and interest of which is to 
be repaid quarterly with cash set aside from customer billings. As a result of our consolidation ofthe related 
special purpose mst. the cash set aside from these customer billings is included in revenues on our consolidated 
statement of income and the Transitional Funding Trust Notes are accounted for as long-term debt on our 
consolidated balance sheet. Houever. the cash set aside from these customer billings is owned by the special 
purpose nust that issued the Transitional Funding Trust Notes and is dedicated solely to the debt service 
obligations on the Transitional Funding Trust Notes and is not otherwise available to service our other debt 
obligations. including the Offered Bonds. 

Due to our non-investment grade credit ratings and other factors. including our relationship with 
Dynegy, we do not have access to the commercial paper markets, and our access to the capital markets is limited. 
These factors, along with the level of our indebtedness and the fact that we do not currently haw a revolving 
credit facility, will have several important effects on our future operations. First, a significant portion of our 
operating cash flows will be dedicated to the payment of principal and interest on our indebtedness, including the 
Transitional Funding Trust Notes. and will not be available for other purposes. Further, our ability to obtain 
additional financing for working capital, capital expenditures. acquisitions, general corporate and other purposes 
is limited. Given these facts, we expect to continue to rely primarily on cash from operations, cash on hand, cash 
from asset sales and interest income under our intercompany note receivable to meet our near-tern obligations. 
As of December 5,2002, we had unresmcted cash of approximately $27 million. 

Our plan to improve our liquidity in order to meet our near-term debt maturities and provide for ongoing 
operations and necessary capital expenditures includes: 

* completion of this offering; 
* 

* 

completion of the pending sale of our electi4c transmission system to Trans-Elect: and 

the negotiation of a new bank credit facility on terns acceptable to us and our lenders to replace all 
or a portion of the facility that matures in May 2003. 

Our ability to satisfy our debt obligations as they come due will depend upon our successful execution 
of these initiatives. which in turn is subject to a number of risks including factors beyond our conuol. These 
factors include, among others, the timeliness and ability to obtain regulatory approvals, our ability to complete 
this offering and the continued negative effects of our relationship with Dynegy. If we are unable to successfully 
execute these initiatives, we would require additional liquidity support from Dynegy. to the extent available and 
subject to receipt of any required regulatory approvals. in order to satisfy our debt maturities and other 
obligations as they come due. Please read “--Our relationship with Dynegy and its financial condition subjects 
us to potential risks that are beyond our contror‘ for a discussion of the challenges facing Dynegy and its 
potential inability to provide us with any such support. Please also read “A bankruptcy filing by Dynegy could 
lead to our own bankruptcy fling and would materially adversely affect our ability to make payments on the 
Offered Bonds.” 

Our sources of cash may be insufficient to satis@ our ongoing liquidity requirements. 

Because we have no revolving credit facility, no other commercial credit capacity and no access to the 
commercial paper markets, we are dependent on cash on hand, cash from asset sales and other capital-mising 
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activities and cash flows from operations (including interest payments on our intercompany note receivable from 
Illinoval to satisfy our near-term obligations. For h e  nine months ended September 30. 2003. our cash flows 
from operations u.ere 5215.6 million. approximately 853.6 million of which. after adjustment for taxes. were 
generated by interest payments on our intercompan) note receivable from Illinova. For a discussion of the risks 
associated with our continuing receipt of interest income on the intercompany note, please read "We are 
particularly susceptible to de-.clopments at Dynegy because we rely on an unsecured note receivable from 
Illinova for a substanrial portion of our net cash pro\~ided by opentins activities." The balance of our cash flows 
from operations was approximately S 133.0 million. For the same period. our capital expenditure requirements 
were approximately 5101.5 miilion and our long-term debt requirements were approximately 5160.5 million. 
These obligations exceeded o s h  flows from operations (inclusive of interest on our intercompany note) for the 
nine months ended September 30. 2002 by approximately s13.7 million. and this deficit will increase 
significmtly in the went we do not receive intsrest p a p e n s  on our intercompJny note recei\able. Our future 
cash tlows from operations rn3y be less than those presented for the nine months ended September 30.2002. 
further increasing rhis deficit. 

become due. we will be requir-d to obtain additional fiancing or refinance our indebtedness. Any failure to 
receive interest pa!ments on our intercompany note receivable would significantly adversely impact our ability 
to obtain any such additional financing. As a result. we may not be able to obtain additional financing or 
refinance our existing indebtedness on commercially reasonable terms. if at all. Please read "Our business is 
subject to extensive regulation. the effects of which could negatively impact;our ability to satisfy our obligations. 
including the Offered Bonds.' and "-A bankruptcy filing by Dynegy could lead to our own bankruptcy filing 
and would materidly adversely affect our ability !o make payments on the Offered Bonds:' 

Our business is subject to extensive regulation. the effects of which could negatively impact our ability to 
satisfy our obligations, including the Offered Bonds. 

rates. terms and conditions of service, the acquisition and disposition of certain transmission facilities and other 
matters. We are funher regulated by the State of Illinois through the Illinois Public Utilities Act and the ICC. The 
ICC regulates the rates at which we can sell and dismbute electricity and natural gas to retail customers. On June 
6,2002. lllinois Governor George Ryan signed a bill rhat extends Illinois' current retail elecmc rate freeze 
through 2006. Beginning in 3007. absent further extension of the retail electric rate freeze or other action. we 
expect that the disuibution and transmission component of retail electric rates will continue to be required to be 
based on costs whle the power and energy component may be required to be based on costs or prices.in the 
wholesale market. We cannot predict the structure under which retail rates will be set after 2006 or the impact of 
any such n t e  strucrure on our business. 

Because our operating cash flows llre insufficient for us to satisfy our debt and other obligations as they 

Our electricity operations are regulated by h e  E R C  under the Federal Power Act as to transmission 

The Illinois state legislature deregulated the Jllinois retail power market through the Elecmc Utility 
Customer Choice and Rate Relief Law of 1997, commonly referred to as the Customer Choice Law, enacted in 
December 1997. The Customer Choice Law gave our residential electricity customers a 15% decrease in base 
elecmc rates beginning August 1, 1998 and an additional five percent decrease in base elecmc rates beginning 
May 1,2002. The combined impact of these rate decreases is expected to result in a total annual revenue 
reduction of approximately S91 million in 2002, $101 miilion in 2003,-$103 million in 2001, SI05 million in 
2005 and 5107 million in 2006. relative to rate levels in effect prior to August 1, 1998. The Customer Choice 
Law also implements a utility return on equity collar relating to the mandatory transition period now ending 
December 3 1,2006. During th is  period, we may request an increase in OUT base electric rates if the two-year 
averagmf our earned retam on equity is below the two-year average of the monthly average yields of the 30- 
year U.S. 'Trexsun. Bond through January 2002. an average of the 30-year U.S. Treasury Bonds aid the monthly 
Treasury Long-Tcnn Average Rates in February 1002, and the monthly Treasury Long-Tern Average Rates (25 
years and above) aiier F e b r u q  2002. for the concurrent period. The ICC would rule on such a request for a rate 
increase. Conversely. through 2006, we are required to refund to our customers 50% of the amount eamed above 
a defined ceiling limit. This ceiling limit is exceeded if the two-year average of our return on equity exceeds the 
two-year average of the monthly average yields of 30-year U.S. Treasury Bonds through January 2002. an 
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average of the 30-year U.S. Treasury Bonds and the Monthly Treasury Long-Tern Average Rates in February 
2002 and the Monthly Treasury Long-Tern Average Rates (25 years and above) after February 3002. for the 
concurrent period plus 6.Src. TFus 6.5% may be increared to 8.5% upon election by us to waive our right to 
request authority to collect transition charges in 2007 and 2008 from customers choosing direct access. 
Regulatory asset amortization is included in the calculation of return on squity for the ceiling test but is not 
included in the calculation of return on equity for the floor test. During 2001. our two-year average return on 
equity was within the allou.able return on equity collar. resulting in no rate increase requests or customer refunds, 
and is expected to be within the return on equity collar in 3002. 

As of May 1.2002. the Customer Choice Law further permits all Illinois electricity consumers to choose 
their own electricity providers. The rate freeze described above does not 3ppiy to rates for electric distribution 
service to customers who choose direct access. These rates are currend) required to be based on costs and can be 
raised or lowered by the ICC as the result of a rate proceeding. Howeyer. customers choosing direct access may 
be required to pay transition charges based on the utility's lost revenues from such customers. Under the 
Customer Choice Law, we are obligated to provide electric supply service to all of OUT customers who request it, 
unless such service is deemed competitive by the ICC. 

Although no parties have requested certification from the ICC to provide residential electric power 
service pursuant to the Customer Choice Law, this could change. Additionally, there are several registered 
energy providers for non-residential service. Customer ihoice has resulted in lower electric service revenues 
from our commercial and industrial customers. These factors and othen will influence the extent to which 
customer choice affects our operating results. We currently estimate that by the end of 2003 commercial and 
industrial customers representing approximately 15% of our total megawan hours sold will have switched to 
other electric service providers. In addition, we have also lost revenues as a result of some commercial and 
industrial customers electing to pay for power supplied by us at market-based prices, rather than under bundled 
tariffs. This power purchase option is only available to commercial and indusmal customers that would be 
required to pay transition charges and is generally not available to customers with non-standard tariff agreements 
until such agreements expire. We have a significant number of such agreements that expire in the third and fourth 
quarters of 2003. A significant number of customers under these agreements could elect the power purchase 
option in connection with any such renewals or choose a third party provider, which could further reduce our 
revenues. 

Lower future revenues due to customers choosing other electric service providers or the power purchase 
option could affect our ability to satisfy our debt service and other obligations as they become due. In addition, in 
order to adapt to the increasingly competitive environment in which we operate, we expect to continue to 
evaluate and consider a wide array of potential business srrategies. These strategies may include business 
combinations, acquisitions or dispositions as well as internal resrmcturings or reorganizations involving any of 
our businesses or properties, including our distribution assets or our technology and infrastructure assets. As 
discussed above under "Our Company-Recent Developments," we have a,ned to sell our electric transmission 
system to Trans-Elect. Further pursuit of any of these sbategies may s i g i f u u t l y  affect our business operations 
and financial condition. 

Our relationship with Dyne= and its financial condition subjects u5 to potential risks that are  beyond our 
control. 

General. As described in the chart appearing under the heading "Our Company--General," we are 
hdirrctly owned by Dynegy. Dynegy has recently experienced a number of events that have had a severely 
negative effect on its operating results, liquidity and public confidence in its ability to meet its debt and other 
obligations and its long-term business strategy, all of which are reflected in continuous declines in the market 
price of Dynegy's debt and equity securities. These events include, among others. conaaction in the energy 
trading markets, downgrades in Dynegy's credit ratings, increased collateralization requirements from 
counterpanies, a weak commodity price environment for power, and various legal proceedings and investigations 
arising from Project Alpha. Dynegy's tnding practices and its failed merger with Enron Cop. Also weighing on 
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public confidence is DyneF‘s previous announcement that PricewaterhouseCoopers LLP would re-audit 
Dynegy‘s 19992001 financial statements as part of its previously announced restatement process. 

Due to our relationship with Dynegy. adverse developments and announcements concerning Dynegy 
have affected and will continue to affect our ability to access the capital markets and to otherwise conduct our 
business. For example. in July 3002 we priced a public offering of $ 3 3  million of Mortgage Bonds. In late July. 
following announcement by Dynegy of a $500 million second quarter charge and lowered operating cash flow 
guidance (from up to SI biilion to a range of S600 million to S700 million), all  three major credit rating agencies 
further downgraded the credit ratings of Dynegy and its subsidixies. including us. These actions caused the 
termination of our S325 million Mortgage Bond offering. Additionally, the resulting declines in our credit rating 
have caused increased collatcnlization requirements on the part of our zas suppliers. Beciuse we currently have 
no borrowing capacity undcr our bank credit facility and few cash resources. Dynegy has been required to post 
letters of credit of approximatcly S25 million to suppon these collaterd requirements. 

Dynegy has significant consolidated debt maturities through December 3 I ,  2003. These consolidated 
maturities, including our maturities as set forth in the table on pase 8 above. are approximately as follows: founh 
quarter 2002-S73 million: f i t  quaner 2003-$258 million; second quarter 2003-S1.532 million; third quarter 
2003-S252 million: and founh quarter 2003-$62 million. In addition. Dynegy has $1,500 million in 
Series B Mandaforily Conwmble Redeemable Preferred Stock held by ChevronTexaco Corporation with a 
mandatory redemption date in Xovember 2003. In its third quarter 2002 Form IO-Q, Dynegy provided updated 
information regarding its liquidity position and its strategy to address its significant debt marurities in 2003 and 
other financial obligations. Specifically, Dynegy stated that it believes its current liquidity position should be 
sufficient to permit it to m e t  its debt maturities and other obligations through the f i t  quarter 2003. However, 
Dynegy stated that the sufficiency of its liquidity will depend upon: 

* Dynegy’s continued compliance with the covenants in its bank credit and other debt instruments or 
its ability to ncaotiate waivers in the event of a covenant default; 

Dynegy’s ability to repay or refinance its credit facilities that mature in the second quarter 2003; 

Dynegy‘s ability to manage its exit from third party risk management aspects of the marketing and 
trading business and the timing of the expected cash flows and reduction in collateral from this exit: 

the level of earnings and cash flow from Dynegy’s assets and businesses, which is subject to the 
effect of changes in commodity prices, particularly natural gas and power, and the capital 
requirements associated with the operation of these assets and businesses; 

Dynesy’s non-investment ,-de credit ratings, the effect of these ratings on Dynegy’s ability to 
access capital markets and to conduct normal commercial operations and the effect of any further 
downgrade in these credit ratings on refiancings: 

ongoing investigations and litigation relating to the Project Alpha structured natural gas transaction, 
Dynegy’s trading practices and its activities in the California power markets; 

public confidence in Dynegy’s financial reporting in 1ight.of the previously announced restatements 
and the ongoing re-audit of its 1999-2001 financial statements; and 

Dynegy’s ability to eliminate or further reduce net cash outflows associated with its 
telecommunications business. 

* 

* 

* 

. .  

i 
Dynegy indicated that its liquidity may be significantly adversely affected if it is unable to refinance its 

credit facilities, all of which mature in the second quarter of 2003. Dynegy’s primary fiancing subsidiary, 
Dynegy Holdings, is party to two of these credit facilities. It is likely that any new Dynegy Holdings credit 

cash up to Dynegy. Because Dynegy is a holding company that conducts substantially all of its business 
operations through its subsidiaries, including D y n e 3  Holdings, any such restrictions would substantidy 

es will contain restrictive covenants affecting Dynegy Holdings’ ability to. among other things. distribute 
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decrease the amount of cash available to Dynegy for providing us with interest payments under the intercompany 
note receivable or additional liquidity support 2s required. 

Dynegy also faces the risk of a covenant default on its credit facilities or other debt instruments prior to 
their maturity. These credit facilities and Dynegy‘s telecommunications lease financing contain various 
Covenuts. including EBITDA-to-interest and debt-to-~apitalization financial covenants. Dynegy stated that i t  
was in compliance with the covenants in its credit facilicies and othcr debt instruments at September 30. 1002. 
While m u y  of the charges incurred by Dynegy durin: 2001 are exiluded from the compliance calculations. 
continued wedaess  in Dynegy‘s operating results compared with results in 1001 will make it more difficult for 
Dyncgy to continue to comply with certain of its financial covenants. Compliance with these financial covenants 
is measured on a quarterly basis. 

Any failure to satisfy one or more of these finmcial covenuts  would constitute a breach siving rise to a 
default under the applicable debt instrument and would permit the lenders under such debt instrument to 
accelerate the maturity of Dynegy’s outstanding obligations thereunder. Depending upon the particular debt 
instrument, such a breach or my action by the lenders to accelerate the maturity of mounts owing would result 
in a default under or trigger cross-acceleration provisions in a significant portion of Dynegy’s other outstanding 
debt instruments. In the event of non-compliance. Dyxgy  would seek waivers from the lenders under these debt 
instruments or attempt to repay or refinance the affected debt instruments. Dynegy has stated that it cannot 
provide my asurance that it could repdy. obtain wakers with respect to or refinance such debt insuuments in the 
event of m y  such default. 

Dynegy faces significant risks related to its ongoing operations and other matters discussed above, 
including the risk that it may not be able to reach agreement with its lenders to repay or refinance its credit 
facilities or to resolve any covenant defaults on muNdty acceptable terms. Dyne,. =v has stated that if it fails to 
execute the remaining elements of its liquidity strategy. it may be forced to consider other strategic alternatives 
including a possible reorganization under the protection of federal bankruptcy laws. Please read “A bankruptcy 
filing by Dynegy could lead to our own bankruptcy filing and would materially adversely affect our ability to 
make payments on the Offered Bonds” herein for funher discussion of the effects any such filing could have on 
us. 

Credit Ratings Actions. The challenges faced by Dynegy over the past several months hare resulted in 
numerous credit rating down-des  of Dynegy and its subsidiaries. including us. by the three major credit rating 
agencies. The ratings on the senior unsecured debt issued by Dynegy Holdings, Dynegy’s primary financing 
subsidiary. are all well below investment grade and remain on negative watch for further downgrades by all three 
major credit rating agencies. Most recently, on November 26 and December 9,2W2, Standard &I Poor’s and 
Moody‘s. respectively, lowered their credit ratings for Dynegy and its subsidiaries, including us and our 
Mortgage Bonds. In taking their ratings actions, these agencies cited concerns over. among other things, the level 
of cash flows that the resrmctured Dynegy will be able to generate relative to its significant financial leverage. its 
ability to address its debt obligations coming due over the next several years and uncertainties surrounding 
ongoing investigations and litigation and the re-audit of Dynegy’s 1999-2001 financial statements. As of the date 
of this offering memorandum, the senior unsecured debt ratings for D F e g y  Holdings were CCC+, C a d  and B 
by Standard & Poor’s, Moody’s and Fitch, respectively. Similarly, the ratings on our Mortgage Bonds have been 
down-mded to below investment grade by all three major credit rating agencies and remain on negative watch 
for further downgrades by all three major credit ratings agencies. As of the date of this offering memorandum. 
the ratings on our Mortgage Bonds were B, B3 and BB- by Sondard & Poor’s, Moody’s and Fitch, respectively. 

A further downgrade of the outstanding indebtedness of Dynegy Holdings could result in a similar 
downgrade of our indebtedness, including the Offered Bonds. Our non-investment grade status precludes our use 
of Form S-3 under the Securities Act. limits our ability to refinance our debt obligations as they become due and 
adversely affects our access to the capital markets. Our non-investment Fade status also will likely increase the 
borrowing costs incurred in connection with any such actions. Our financial flexibility will likewise be reduced 
as a result of, among other things, restrictive covenants and other t e r n  rypically imposed on non-investment 
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grade borrowers. In addition. i t  is currently anticipated that the terms of OUT refinanced or new credit faciliry will 
be more stringent than the terms contained in our existing facility, and that such facility may be secured by 
Mongage Bonds or an inter2st in our assets which is equal in right of payment with the Offered Bonds. In 
addition. we have been requ-sted to provide letters of credit or other credit security to suppon cenain business 
transactions. including some of our purchases of natural g a  and n a t u d  gas transponation. Because of the effect 
of Dynegy’s credit ratings on our credit ratings. we cannot guarantee that our current credit ntings will be 
maintained or that the negatiw effects of our non-investment grade status will be reduced. 

Restatements. D\ negy has recently restated its financial statements on an unaudited basis to reflect 
adjustments relating to a smitured natural gas transaction referred to as Project Alpha. a balance sheet 
reconciliation project relating primarily to its natural gas marketing business. a change in the accounting for 
cenain contracts from hedge xcounting to mark-to-mxket accounting and an overstatement in the vduarion 
used in its ‘000 acquisition af Extant. Inc. For a more complete description of these adjustments. please re3d 
“Introductoy Note-Restatements and Absence of Repon of Independent Public Accountants” to the unaudited 
consolidated financial statements attached to Dynegy‘s current repon on Form 8-K filed November 14,2002 and 
“Note I-Restatements” to ihe unaudited consolidated financial statements included in Dynegy’s quarterly repon 
on Form 10-Q for the quarter ended September 30.2002. 

While Dynegy’s resuted financial statements reflect all known adjustments that. in the opinion of 
Dynegy‘s management. are necessary for a  fair^ presentation of Dynegy’s financial Statements for the periods 
presented. such restated financial statements remain unaudited. Dynegy‘s independent public accountam 
PricewaterhouseCoopers LLP. is currently re-auditing Dynegy’s historicd financial statements for each of the 
years in the three-year period snded December 31, 2001. which were previously audited by Arrhur Andersen 
LLP. Dynegy‘s former independent public accountant. Anhur Andersen has advised Dynegy that its audit 
opinion relating to Dynegy‘s financial statements for the year ended December 3 I ,  2001 should no longer be 
relied upon and such audit opinion was withdrawn. As a result of this three-year re-audit process, it is possible 
that additional adjustments to these financial statements may result. some of which could be material. Dynegy 
expects that the re-audit of irr 1999 through 2001 consolidated financial statements will be completed early in the 
first quarter 2003. Our abil iy to access the capital markets has been adversely affected by negative sentiment 
surrounding Dynegy’s restatement and re-audit process. If any funher resutements are required as a result of the 
re-audit process. our ability to access the capital markets could be further reduced. 

Inwstigarions and Lawsuits. Dynegy has been named in numerous class action lawsuits alleging 
violations of federal securities laws and relating to its terminated merger with Enron Corp. Dynegy is also under 
investigation by, among others. the California Attorney General, the FERC, U.S. Attorneys in Texas and 
California and the CommodiN Futures Trading Commission, or CFTC, primarily with regard to its trading 
activities and. with respect to the U.S. Attorneys, the Project Alpha suuctured natural gas transaction, round trip 
trades, reponing of trading information to trade publications, and marketing activities in California. D y n e 3  is 
cumntly in discussions with the CFTC regarding settlement of the CFTC’s investigation into the price reporting 
practices of cenain of its subsidiaries. Dynegy expects that any such senlement would include allegations by the 
C F K  that these subsidiaries violated various sections of the Commodiry Exchange Act and CFTC regulations 
regarding the reponing of false market information, the attempted manipulation of market prices and the failure 
to retain cenain records. Dynegy also has a netting agreement with Enron, the enforcement of which Enron is 
currently challenging in its bankruptcy proceedings. If Enron is successful in such challenge, Dynegy would be 
required to pay approximately $220 million to Enron. An adverse result in one or more of these investigations 
and lauisuits could adversely affect Dynegy’s and our financial condition and results of operations. For a more 
detailed discussion of the inyestigations and litigation facing Dynegy. please read “Note 1 2 4 o m m i m e n t s  and 
Contingencies” to Dynegy’s quarterly repon on Form 10-Q for the quaner ended September 30.2002. 

Dividends. There are restrictions on our ability to pay cash dividends, including any dividends that we 
might pay indirectly to Dyneg .  Under our restated articles of incorporation, we may pay dividends on ow 
common stock, all of which is owned by Illinova, subject to the preferential rights of the holders of ow prefemd 
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stock. of \I hich Illinova owns approximately 73%. We also are limited in our ability to pay dividends by the 
Illinois Public Utiliries Act and the Federal Power Act. which require retained earnings equal to or greater than 
the amount of my proposed dividend. At September j0. 2002. we had retained earnings of approximately 
5368 million. Additionally. the ICC's October 13. 1002 order relating to a netting aqreement between us and 
Dyne:)- referred to on page 16 below prohibits us from declaring and paying any dividends on our common stock 
until mch time as our Mortgage Bonds are rated investment Fade by both Moody's and Standard & Poor's and 
requires that we first obtain approval for such payment from the ICC. 

The ICC's October 1001 order authorized us to provide funds to Illinova to e m b k  it to make interest 
payments due in Februq  and August 2003 md February 2004 on its senior notes. but  only i i m d  only to the 
extent that Illinova is unable to obtain the n e c z s s q  funds from Dynegy or another source. The amount of each 
of these thrce scheduled interest payments is about 53.6 million. LVirh respect to the F e b r u q  2003 interest 
pdyment on Illinova's senior notes. the ICC order authorizes us to advance funds directly to The Depository 
Trust Company. refcrred to as "DTC." for the account of Illinova. for the payment of interest on its senior notes. 
Illinova is to repay us within 30 days with inrerest at the annual rate oii .5%. If Illinova fails to repay us within 
30 days. we may rely on the netting agreement to offset this unpaid amount against other mounts  we owe to 
Dynegy. !Vith respect to the .%ugust 2003 and F e b r u q  2004 interest payments. the ICC order authorizes us to 
provide funds to Illinova by repurchasing shares of our 7.75% series S50 par value preferred stock. which is 
callable by us in whole or in p m  at any time after July 1.2002. I l l i n0~3  holds approximately 95% of the shares 
of our 7.75% series preferred stock. The payment of any such mounts  would reduce the amounts available to us 
for general corporate purposes or IO satisfy our debt service or other obligations as they become due, including 
makmg payments on the Offered Bonds. 

We are  particularly susceptible to developments at Dynegy because we rely on a n  unsecured note 
receivable from Illinova for a substantial portion of our net cash provided by operating activities. 

Effective October 1, 1999. we transferred our wholly owned fossil generating assets and certain other 
assets and liabilities to Illinova in exchange for an unsecured note recekable of approximately 52.8 billion. All 
of these assets were subsequently contributed to Dlinova Power Marketing Inc., an Illinova subsidiary. FoUowing 
the Dynegy-Illinova merger, Illinova Power Marketing was renamed Dynegy Midwest Generation and sold to 
Dynegy Inc. As consideration €or this sale of our fossil generating assets, an intercompany note receivable was 
created between Dynegy and Illinova on substantially similar terms as the note receivable between Illinova and 
us. Dynegy subsequently contributed DMG to Dynegy Holdings Inc. 

Our intercompany note receivable from Illinova matures on September 30.2009 and bears interest at an 
annual rate of 7.5%. payable semi-annually in April and October. At September 30.2002, the principal 
outstanding under this note receivable, as well as the carrying value of this note receivable on our consolidated 
balance sheet, WM approximately $2.3 billion. During 2001, we recognized approximately $170 million in pre- 
tax interest income From this note receivable, which represented, on an after-tax basis. approximately two-thirds 
of our total net income for the same period. This note receivable represented approximately -17% of our total 
assets as of September 30,2002, and the interest income received on this note receivable, after adjustment for 
taxes, represented approximately 39% of our net cash provided by operating activities for the nine-month period 
ended September 30.2002. All interest payments on this note receivable have been made on or before their due 
date. Additionally. in July 2002, Illinova pre-paid approximately $85 million of the interest otherwise due in 
October 2002 under this intercompany note receivable. In each of September and November 2002. Illinova 
prepaid interest of approximately $14 million for the months of October and November 2002, which interest was 
otherwise due in April 2003. 

As noted above, Dynegy faces many issues regarding its creditworthiness as well as a number of other 
legal and accounting issues. In the event that any of these issues cause Dynegy to default in the payment of 
principal or interest on its note receivable with Illinova such that Illinova is unable to perform under its 
intercompany note receivable with us, our financial condition, results of operations and our ability to satisfy our 
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commitments and obligations. including principal and interest on the Offered Bonds. would be materially 
adversely affected.We periodically review the collectibiliry of the asset represented by the intercompany note 
receivable from Illinova. As a result ofthe continuing uncertainty ofthe financial and liquidity situation of 
Dynegy and following the recent deterioration in Dynegy's credit ratings. we have reassessed under FAS 1 I4 the 
realizable value or' the intercompany note recti\ able as of the date of this offering memorandum. Mana, oement 
performed an analysis to measure impairment based on the expected future cash flows discounted at the 
intercompany note receivable's effective interest rate of 7.5% in accordance with FAS 114. This interest n t e  
does not incorporate the borrower'r current credit risk protile and. consequently. the resulting c q i n g  mount  of 
the note receivable will not represent market ~ a l u e .  This analysis was based on the probability weighting of 
multiple cash tlow scenarios. including principal and interest payments based on the contractual terms and 
bankruptcy (both liquidation and reorganization ). Cnder present circumstances. we believe that a non-cash 
wriredown of up to 10% oilhe S2.3 billion principal amount of the intercompany note would be appropriate. 
Measuring any potential impairment requires judgment and estimates and the eventual outcomes may differ from 
those estimates. Management will continue to 35sess the factors affecting this analysis through the remainder of 
the fourth quarter and the amount of the writedown ultimately recorded could be higher or lower than the current 
estimate based upon changes in Dynegy's circumstances. The final determination regarding the mount  and need 
for a wriredown will not be made until our audited financial statements are published for the year ended 
December 3 I. 2002. This non-cash adjustment will not have any effect on Illinova's obligations to continue to 
service the intercompany note in accordance with irs terms. We do not believe that the writedown as currently 
estimated would result in an obligation to make refunds to our retail electric customen under the applicable 
Illinois return on equity ceiling test or upon our ability to continue to comply with the financial covenants in our 
$300 million term loan or the Tilton lease financing. Also, the wriredown would not affect the financial 
statements of our parent company because of the intercompany nature of the obligation. 

If Illinova fails to make timely payment to us of interest due on the intercompany note, or, even if 
Illinova continues to make timely payment to us of such interest. if funher declines occur in Dynegy's liquidity 
position or the market value of its assets relative to its consolidated indebtedness, we could be required to funher 
reduce the carrying value of the intercompany note on our consolidated balance sheet. A larger downward 
adjustment could. among other things. cause a sufficient increase in our return on equity so as to require 
customer refunds pursuant to the Customer Choice Law. We currently estimate that a write off of the entire 
intercompany note receivable would result in an approximate $14 million refund for 2005 payable in 2006 and an 
approximate $35 million refund for 7006 payable in 2007. However, the mount  of any required refunds could be 
materially higher than these estimates based on our actual future operating and financial results. particularly if we 
were to receive interest payments on the intercompany note subsequent to a write off of the entire intercompany 
note. A larger adjustment also could result in the acceleration of our obligations under our S300 million term loan 
and our Tilton lease financing and limit our abiliw to incur additional indebtedness in the future. Please read the 
risk factor titled "Our sources of cash may be insufficient to satisfy our ongoing liquidity requirements" for 
further discussion. 

On October 23.2002. the ICC issued an order granting our petition for approval of a netting a,pement 
among us. Dynegy. Illinova and several other Dynegy subsidiaries. Under the netting agreement, we can 
discharge and satisfy payments due to the other parties to the netting agreement under a senices and facilities 
agreement, or for natural gas and transportation sen,ices, by offsetting and netting such payments due against 
interest due us. but unpaid, under our intercompany note with Illinova. or mounts  billed by us to, or owed to us 
by, the other parties under certain other agreements. Similarly. Illinova would be entitled to discharge and satisfy 
semim-ual interest payments due to us under the intercompany note, and for other services. by offsetting and 
netting such payments due us asainst amounts billed to us but unpaid under the services and facilities agreement 
which includes tax sharing provisions between us and Dynegy, or for natural gas and transportation services. For 
the nine months ended September 30.2002, we made approximately $37.5 million of general and administrative 
payments and approximately S97.9 million of tax payments to Dynegy pursuant to the services and facilities 
agreement. As a result of the corporate restructuring effected by Dynegy in October 2002, we expect that Our 
general and administrative payments pursuant to the services and facilities agreement will be less in the future 
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governed by a separate reglatory body. whether transactions between us and Dynegy were conducted on an 
arms length basis and the length of time we and Dynegy have been in the same corporate group. If. after 
considering these and such other equitable factors as it deems relevant. the bankruptcy C O U ~  were to 
substantively consolidate our assets and liabilities with those of Dynegy. holders of the Offered Bonds should. 
under current bankruptcy l a w  maintain their lien position in the assets securing such Offered Bonds. However. 
substmrive consolidation with Dynegy could delay your ability to recover against those assets. 

We depend upon long-term arrangements with third parties, including Dynegy, for substantially all of the 
power we purchase for resale to our customers. 

We own no significanr generating assets and obtain subsrmtially all of our electricity through long-term 
power purchase agreements with others. We obtain more than two-thirds of our electricity irom DXIG. an 
indirect wholly owned subs id iq  of Dynegy. with whom we have a power purchase agreement that provides us 
with the right to purchase our full requirements for power from DhlG for a primary term extending through 
December 31.2004 The primacy term may be aucornatically extended on an annual basis unless cancelled by 
either parry on I2 months' notice; however, in light of the recent two-year extension of the retail electric rate 
freeze. we are currently in negotiations to extend this agreement though at least 2006 on terms and conditions 
and at prices to be agreed benveen the parties. The FERC and the ICC must approve any such extension. The 
power purchase agreement specifies the prices, terms and conditions under which DMG will provide power and 
energy to us. These prices, terms and conditions may not be materially amended without FERC and ICC 
approval. If we are unable to a e e  with DMG on an extension of the power purchase agreement, we will be 
forced to purchase subsuntially all the electricity we are required to supply our customers in the open m k e t  at 
then current market prices. 

The a,.reement requires us to compensate DMG for reserved capacity through charges of approximately 
$328.8 million in 2003 and approximately $310.8 million in 2004. We must pay these capacity charges to DMG 
regardless of the amount of electricity we actually purchase to serve our customers. The ageement also provides 
that we pay for any electricity actually purchased based on a formula that includes various cost factors, primarily 
related to the cost of fuel, plus a market price for amounts in excess of our reserved capacity. We believe this 
arrangement, together with our other long-term arrangements, provides us with an adequate power supply to 
cover our expected load plus a reserve supply above that level. However, if DMG defaults on its power supply 
obligations to us or if for any other reason we do not receive power to cover our actual load, either from DMG or 
through our other power purchase arrangements, we will be required to buy power from third parries at then 
current market prices and may be required to provide credit suppon or collateral for such purchases. If current 
market prices at that time exceed the prices at which we currently purchase power or an alternative supply is not 
available, our financial condition and results of operations would be materially adversely affected. 

An inherent conflict of interest may exist because all of our directors and a significant number of our 
executive oficers are directors and officers of our indirect parent, Dynegy. In addition, Dynegy may make 
decisions that could be adverse to our  interests. 

All of our directors and a si-wficant number ofour executive'officers are directors and officers of our 
indirect parent. Dynegy. As such, there may be inherent conflicts of interest because these persons serve both 
Dynegy and us. In addition, decisions made at Dynegy, including timing of financing and capital raising 
activities. dispositions of assets, payments to creditors, including our intercompany note receivable, and other 
businessmatters could be adverse to our interests. 

Your ability to recover from our  former auditors, Arthur Andersen LLP, for any potential financial 
misstatements is limited. 

On March 15.2002, Dynegy, at the recommendation of its Audit Committee, decided to no longer 
engage Anhur Andersen LLP as independent public accountants of Dynegy and its subsidiaries, including US, and 
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engaged PricewaterhouseCoopers LLP to serve as independent public accountants of Dynegy and its subsidiaries, 
including us. for 2002. Our audited consolidated financial statements as of December 31,2001 and 2ooO and for 
each of the y e m  in the two-year period ended December 31,2001, which are incorporated by reference into this 
offering memorandum. have been audited by . b l u r  Andersen. our iomer  independent public accountants, as set 
forth in their reports: however. .Arthur Andersen has not consented to OUT incorporation by reference of these 
reports. 

.Arthur Andersen completed its audit of our consolidated financial statements for the year ended 
December 3 I .  2001 and issued its report with respect to such consolidated financial statements on February 25. 
2002. Subsequently. . n h u r  Andersen was convicted of obstruction of justice for activities relating to its previous 
work for Enron Corp. and has ceased to audit publicly held companies. We are unable to predict the impact of 
this conviction or whether other adverse actions may be taken by governmental or private parties against Anhur 
Andersen. If Xnhur Andersen h s  no assets available for creditors. investors in the Offered Bonds may not be 
able to recover against Arthur hdersen  for any claims they may have under securities or other laws as a result of 
Arthur hdersen ' s  previous role 3s our independent public accountants and 3s author of the audit report for the 
audited timancial statements incorporated by reference into this offering memorandum. 

The Offered Bonds contain triggering events that  may adversely affect our ability to operate our business. 

The Offered Bonds contain triggering events that could require us to redeem the Offered Bonds if we 
violate restrictions regarding: 

- the payment of dividends and other distributions with respect to our capital stock or the purchase. 
redemption or retirement of our capital stock 

incurrence of additional indebtedness or issuance of additional preferred stock; 

the use of proceeds from asset sales: 

transactions with affiliates: 

incurrence of liens on assets to secure certain debt; 

engagement in sale and leaseback transactions; 

engagement in certain business activities: and 

engagement in certain mergers, consolidations or a n s f e n  of assets. 

* 

* 

* - 
Our ability to avoid the occurrence of a mggering event may be affected by many events beyond our 

control. If such a higgering event occurs and a redemption of the Offered Bonds is required, we may not have 
sufficient funds to redeem the Offered Bonds. 

The holden  of ail of the Offered Bonds may not have the power, acting alone, to enforce the lien of the 
Mortgage. 

If a mggering event occurs with respect to the Offered Bonds and we are unable to satisfy our 
redemption obligation under the Supplemental Indenture, an event of default will occur under the Mortgage. If an 
event of default occurs, collective action by holders of not less than 33% in principal amount of all of the then 
outstanding Mortgage Bonds. including holders of the Offered Bonds. is required to enforce the lien of the 
Mortgage. After giving effect to this offering, including the offering of the Delayed Delivery Bonds, there will be 
approximately 31.6 billion aggregate principal amount of Mortgage Bonds outstandmg under the Mortgage and 
enforcing the lien of the Mortgage will require the collective action by holden of not less than approximately 
$540 million (33% of currently outstanding Mortgage Bonds) of Mortgage Bonds. Accordingly, if the Delayed 
Delivery Bonds are issued, the holders of all of the Offered Bonds would have the power, acting alone, to enforce 
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the lien of the Mortgage. However, if the Delayed Delivery Bonds are not issued, the holders of all of the Offered 
Bonds would not have the power. acting alone. to enforce the lien of the Mongage. Moreover. additional 
securities may be issued under the Mongage on the basis of ( i )  75% of net utility property additions and (ii) the 
principal m o u n t  of retired llongage Bonds. As of September 30.2002. %-e had the capacity to issue 
approximately S97J million of additional debt under the Illortgage. The issuance of any such debt securities 
could dilute the relative ownership position of the holders of the Offered Bonds so that. men if the Delayed 
DeliveryBonds are issued. the holders of the Offered Bonds would not have the power. acting alone. to enforce 
the lien of the Mortgage. 

We may be unable to repurchase the Offered Bonds if we experience a change in control. 

LVe are required. under the terms of the Offered Bonds. to offer to purchase all of the ourstanding 
Offered Bonds if Dynegy. Illinova or we experience a change of control. Our failure to repay holders tendering 
Offered Bonds upon a change of control will result in an went of default under the Offered Bonds. If a change of 
control were to occur. we c m o t  assure you that we would have sufficient funds to purchase the Offered Bonds. 
or any other securities that we would be required to offer to purchase. We expect that we would require 
additional financing from third parties IO fund any such purchases but we cannot assure you that we would be 
able to obtain such financing. Please read “Description of the Offered Bonds-Repurchase at the Option of 
Holders-Change of Control.” 

There a re  restrictions on )‘our ability to resell or transfer the Offered Bonds without registration under 
applicable securities laws. 

The Offered Bonds are being offered and sold pursuant to an exemption from registration under the 
Securities Act and applicable state securities laws. Tberefore. you may resell or transfer the Offered Bonds in the 
United States only in a transaction registered under or exempt from the regismtion requirements of the Securities 
Act and applicable state securities laws. and you may be required to bear the riskof your investment for an 
indefinite period of time. We are obligated to use our commercially reasonable efforrs to commence an offer to 
exchange the Offered Bonds for publicly tradable Mortgage Bonds with terms identical in all material respects 
or, io certain circumstances. register the reoffer and resale of the Offered Bonds under the Securities Act. Please 
read “Exchange Offer; Registration Rights” and “Notices to Investon.” 

Your ability to transfer the Offered Bonds may be limited by the absence of an active trading market, and 
there is no assurance that any active trading market will develop for the Offered Bonds. 

The Offered Bonds are a new issue of securities for which there is no established public market. We do 
not intend to have the Offered Bonds listed on a national securities exchange or included on any automated 
dealer quotation system, although we expect that they will be eligible for trading in the PortalsM Market-The 
initial purchasers have advised us that they intend to make a market in the Offered Bonds. and the Exchange 
Bonds, if issued, as permitted by applicable laws and regulations; however, the initial purchasers are not 
obligated to make a market in the Offered Bonds or the Exchange Bonds, and they may discontinue their market- 
making activities at any time without notice. Therefore. we cannot assure you that an active marketfor the 
Offered Bonds or Exchange Bonds will develop or, if developed. that it will continue. Historically. the market for 
non-investment @e debt has been subject to disruptions that have caused substantial volatility in the prices of 
securities similar to the Offered Bonds. We cannot assure you that the market, if any, for the Offered Bonds or 
Exchangg Bonds will be free from similar disruptions or that any such disruptions may not adversely affect the 
prices at which you may sell your Offered Bonds. In addition, subsequent to their initial issuance, the Offered 
Bonds or Exchange Bonds may trade at a discount from their initial offering price, depending upon prevailing 
interest rates, the market for similar bonds, our performance and other factors. 
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USE OF PROCEEDS 

We estimate that the net proceeds from this offering. including the offering of the Delaxed Delivery 
Bonds. will be approximately Sj20 million, after deducting the initial purchasers' discount and estimated 
offering expenses. Pursuant to the ICC approval order relating to the ofiering of the Initial Delivery Bonds, we 
are required to apply all of the net proceeds from the sale of the Initial Delivery Bonds to: 

refinance S96 million of our 6.15% Mongage Bonds. which we paid at maturity on July IS, 2002: 
and 

repay a portion of our 3300 million term loan. which matures in May 2003. * 

Our S300 million term loan currently bears interest at a rate oi approximately 2.65 per annum. We do 
not expect IO repay our $300 million term loan prior to its maturity unless we are able to successfully negotiate a 
new bank credit facility on terms acceptable to us and our lenders to replace all or a portion of the maturing 
facility. 

Pending the ICC's approval of our issuance of the Delayed Delivery Bonds and the application'of the 
net proceeds therefrom. the net proceeds from thc. offering of the Delaved Delivery Bonds will be placed into 
escrow. Upon receipt of the required approval by the ICC and the release of the associated net proceeds by the 
escrow agent in exchange for the issuance of Delayed Delivery Bonds. \ye intend to apply dl of the net proceeds 
from the sale of the Delayed Delivery Bonds to: 

repay our $100 million 6.50% Mongage Bonds, which mature in August 2003; and 

repay a portion of our 590 million 6.00% Mortgage Bonds. which mature in September 2W3. 

Pending these actions, the net proceeds of this offering will be invested in cash or cash equivalents. 
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CAPITALIZATION 

The following table Jets forth our capitalization as of September 30.2002. both actual and as adjusted to 
give effect to the sale of the Offered Bonds and the application of the estimated net proceeds therefrom. after 
deducting the initial purchasers‘ discount and estimated offering expenses. 

A s  described above under “Use of Proceeds” and subject to ICC approval of the issuance of the Delayed 
Delivery Bonds. [he net proceeds from this offering will be used (1) to refinance S96 million of our 6.15% 
blortgage Bonds. which !ve paid 31 maturity in July 2002. ( 2 )  to repay a portion of our 5500 million term loan. 
which matures in May 2003. (3)  to repay our SI00 million 6.508 Mortgage Bonds. which mame in .August 
2003. and i4) Lo repay a portion of our S90 million 6.00% Mortgage Bonds. which mature in September 2003. 

.At Seplemher SO. 
?UUZ 

Actual Adjusld 
(in millions) 

AS 

-- 
Cash and cash equivalents( I J ........................ ...................... 
Short-term debt 

One-year term loan . . . . . . . . . . . . . . . .  
Current portion of long-term debt . 
Current portion of transitional funding tmst note payments .......................... 

Total short-term debt ..................... ........................... 
Long-term debt 

Mortgage Bonds outstanding. net of current portion . . . . . . . . .  .................... 
Offered Bonds ............................................................. 
Transitional funding trust notes outstanding. net of current pomon .................... 

Total long-term debt ............................................ 
Total debt .............................................................. 

Common stock equity ......................................................... 
Preferred stock ............................................................... 

Totd capitalization . . . . . . . . . . . .  ..................................... 

$ 300 $ 300 
190 190 
86 86 

516 576 

899 899 

452 452 

1,351 1,901 

1.921 2,417 
1,356 1,356 

46 46 

$3.329 $3,879 

-- 

- .550(3) 
-- 
-- 

_ _ -  
-- -- 

( I )  Since our consolidated balance sheet includes the assets of the special p w s e  nust that has issued the 
Transitional Funding Trust Notes, cash and cash equivalents includes approximately SI8 million of cash 
resnicted for paying principal and interest on the Transitional Funding Trust Notes. 

(2) Pending the application of the net proceeds of the offering as described under “Use of Proceeds,” the net 
proceeds of this offering will be invested in cash or cash equivalenrs. 

following approval of such issuance by the ICC. If the ICC does not approve such issuance on or before 
January 31,1003, we will not receive the estimated $142.5 million of net proceeds associated with the 
Delayed Delivery Bonds and the escrow agent will release the net proceeds associated with such Delayed 
Delivery Bonds (including any amounts earned on such proceeds while the funds are held in escrow) to the 
ingal purchasers for the benefit of the purchasers of the Offered Bonds. Additionally. in such even6 we will 
be required to remit, for the benefit of the purchasers of the Offered Bonds, an amount equal’ to the interest 
that would have accrued on the Delayed Delivery Bonds had they been issued on December 20.2002, less 
the earnings on the escrowed funds. Please re3d “Description of the Offered Bonds-Dates of Issue; Escrow 
of Proceeds of Delayed Delivery Bonds” for funher discussion. 

(3) Assumes that the $150 million in aggregate principal ‘mount of Delayed Delivery Bonds are issued 
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SELECTED HISTORICAL FLVANCWL ISFORMATION 

The selected consolidated financial information for the three fiscal years in the period ended December 3 I .  2001 
has been derived from our audited consolidated financial statements. PncewaterhouseCoopers LLP audited our 
consolidated financial statements for the fiscal y e a  ended December 3 1. 1999 and Arthur Andersen LLP audited 
our consolidated financial statements for the fiscal yevs  ended December 3 I. 7000 and December 3 I. 200 I .  
Anhur Andersen has not consented to our incorporation by reference in this offering memorandum of their 
repons relating to these financial statements. Please read the risk factor titled "Your ability to recover from our 
former auditors. Arthur Andersen LLP. for any potential financial misstxements is limited." The selected 
consolidated financial information for the nine months ended September 30.2002 and September 50.2001 has 
been derived from our unaudited consolidated financial statements and includes, in the opinion of our 
management. all adjustments. consisting only of normal recurring adjustments. necessary to present fairly the 
information for those periods. The financial information presenred below may not necessarily be indicative of our 
financial position or results of operations in the future. You should read this information with our consolidated 
financial statements and notes thereto. 

The following table sets forth selected consolidated financial information for us and our subsidiaries. 

Xine 3lonths Ended 
September 30, Yeus Ended December 31, 

1999 2o(M 2001 2001 2002 ----- 
(S in millions1 

Operating Revenue 
Electric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1.178.6 51.189.4 S1.137.1 S 886.3 $ 888.9 

Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  304.4 393.5 476.6 384.3 247.0 
..................................... Electric interchange 420.: 2.7 0.: 0.7 7. I 

- _ _ - - -  
Totaloperating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.903.1 1.585.6 1.614.4 1.271.3 1.143.0 ----- - - ~ - -  
Depreciation and amortization .. 
Amonization of regulatory assers ... ................. 
Operatin, *income .................................... 
Interest income from &iliates ........ . . . . . . . .  
Interest expense . ................ 
Net income ............................................. 
Net income applicable to common stock ........... 
Cash dividends declared on co 
Total assem . . . . . . . . . . . . . . .  .......... ......... 
Capitalization 

................... 

Commonstockequity ............................ 
Referred stock.. ....... ...................... 
Mandatorily redeemable preferred stock.. ................... 
Long-term debt, net of current ponion ...................... 
Current ponion of long-tern debt .......................... 

..................................... 

S 151 Y 5 77.6 5 80.9 
26.4 50.6 51.2 

217.7 156.0 166.5 
52.9 175.3 171.0 

14S.4 139.1 123.5 
111.1 134.9 166.1 
95.6 121.0 157.9 
40.8 - 100.0 

5.297.5 4.971.7 4.861.1 

51.035.2 51.156.3 51.2'21.9 
45.8 45.8 45.5 

193.4 100.0 - 
1.906.4 1.787.6 1,605.6 

236.4 86.4 181.1 
327.3 147.8 278.2 --- 

S 60.7 
38.4 

146.8 
127.4 
94.4 

14S.5 
140.8 
100.0 

4.935.0 

51.197.3 
45.8 

1,627.3 
182.1 
246.0 

- 

- 

$ 60.9 
38.4 

138.3 
127.7 
83.6 

137.6 
135.9 

0.5 
4.825.4 

$1,356.3 
45.5 

1.350.6 
276.4 
300.0 

- 

- 
Total capitalization (1) .......................... $3.74.5 53.323.9 53,333.6 53.298.5 $3.329.1 

..................................... $ 54.7 S 175.7 S 233.6 S 216.5 S 367.7 
EBITDA(2) ............. ....................... 506.5 484.2 537.3 437.7 416.9 
Capital expenditures ...... ....................... 197.2 157.8 148.8 105.3 101.5 

Cash flows from investing activities ...... ................. (130.2) 172.9 (146.7) (101.6) (97.7). 

- _ _ - - -  ----- 

Cash flows from operations,. ..................... 85.8 381.3 345.0 179.2 218.6 

Cash flows from financing activities ...................... (46.6) (553.6) (169.8) (79.5) (143.9) 
Ratios of earnings to fued chges(3) .................. 2.16s 2.53~ 3 . 2 5 ~  3.56~ 3 .75~  

(1) For purposes of this offering memorandum we have included short-term debt and current portions of long- 
term debt in our total capitalization. 

(2) EBITDA (earnings before interest, taxes, depreciation and amortization). which is a non-GAAP measure, is 
presented here to provide additional information about our operations. EBITDA includes interest income 
under our intercompany note receivable and the revenues associated with electric customer billings that are 

23 



aecuon ~ a 3 . 5 ~ 3  p) 
Page 79 of 182 
- 

set aside for principal and interest payments on our Transitional Funding Trust Notes. Principal payments 
under such Transitional Funding Trust Notes were S86.J million for each of the y e a  ended December 3 1, 
1999.2000 and 2001 and SN.8  million for each of the nine-month periods ended September 30,2001 and 
2002. Interest expense under the Tmsitional Funding Trust Notes was 95.4 million. 90.4 million and 
535.9 million for the years ended December 3 1. 1999.20M) and 1W1. respectively, and 927.4 million and 
523.9 million for each of the nine-month periods ended September 30.2001 and 2002. respectively. Please 
readPiote 8. "Income Taxes." to the audited financial statements included in our annual report on Form 10- 
K for the year ended December 31.2001 for information relating to our total income taxes. EBITDA should 
not be considered as an dternative to net income as an indicator of our operating performance or as an 
alternative to cash flows as a better measure of liquidity. Additionally. our calculation of EBITDA may not 
be comparable to a simiIarly titled measure reported by other companies. since all companies do not 
calculate EBITDA in the same manner. 

(3) For purposes of calculating the ratios of earning to fixed charges. earnings consist of income from 
continuin,o operations before income taxes and fixed charxes (excluding capitalized interest). Fixed charges 
consist of interest expense: amortization of debt expenses and orher related amounts. and other interest 
charges; and the portion of lease r e n d  expense representative of the interest factor attributable to such leases. 
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MANAGEMENT’S DISCUSSION AiW ANALYSIS OF FIi iAXCUL CONDITION AhD RESULTS OF 
OPERITIONS 

The following discussion and analysis is not complete and should be read in conjunction wirh 
Management’s Discussion and Analysis of Financial Condition and Results of Operations included in our Annual 
Report on Form IO-K for the year ended December 31.2001 and in our Qumerly Report on Form IO-Q for the 
quarter ended September 30.2002. 

Overview 

5V~e operate as a regulated utility engaged in the transmission. distribution and sale of electric energy and 
the distribution. transponation and sale of natural gas across a 15,000-jquare-mile area in the State of Illinois. 
lllinova Corporation is the role holder of our common stock and owns approximately 73% of our preferred stock. 
We are an indirect wholly owned subsidiary of Dynegy Inc. 

Our condensed consolidated financial staremenrs include the accounts of Illinois Power: Illinois Power 
Capital, L.P. (inactive as of May 30.2000); Illinois Power Financing I (inactive as of September 30.2001); 
Illinois Power Financing I1 (not currently active); Illinois Power Securitization Limited Liability Company; 
Ulinois Power Special Purpose Trust; and Illinois Power Transmission Company LLC (not currently active). MI 
significant intercompany balances and transactions have been eliminated from the condensed consolidated 
financial statements. All nonutility operating transactions are included in the line titled ”Miscellaneous-net” in 
our Condensed Consolidated Statements of Income. Certain prior year amounts have been reclassified to conform 
to the current year presentation. 

We were a leader in the development of the comprehensive electric utility regulatory reform legislation 
for the State of Illinois. which provided the foundation for OUT subsequent strategic actions and transformation. 
Following the successful execution of our strategy to transfer our wholly owned generating assets to an 
unregulated status and to exit our nuclear operation, we are now focused on delivering reliable transmission and 
distribution services in a cost-effective manner. 

Consolidated Results of Operations 
As a result of the enterprise changes impacting us during the fourth quarter of 1999, our operations now 

consist of a single reportable segment. For the frst  nine months of 2001 and the years ended December 31,2001 
and 2000, t h i s  segment includes the transmission, distribution and sale of electric energy in Ulinois and the 
transportation, distribution and sale of natural gas in Illinois. Also included in this segment are specialized 
suppott functions, including accounting, legal, regulatory, performance management, information technology, 
human resources, environmental resources, purchasing and materials, management and public affairs. For 
comparability purposes, results for 2001 and 2000 should be compared with the Customer Service segment from 
the previous period. 

Regulators historically have determined our rates for electric service, the ICC at the retail level and the 
E R C  at the wholesale level. The ICC determines our rates for gas sexvice. These rates have been designed to 
recover the cost of service and allow shareholders the oppormNq to earn a reasonable rate of return. As 
described in “Business-Open Access and Competition“ below, P.A. 90-561 phases in a competitive 
marketplace for electric generation while maintaining cost-based regulation for electric delively services and 
protecting the financial integrity of our company during the ansition period. Future electric and natural gas sales 
will continue to be affected by an increasingly competitive marketplace. changes in the regulatory environment, 
transmission access, weather conditions, gas cost recoveries. customer conservation efforts and the overall 
economy. 

For both 2001 and 2000, we had four measures that we monitored regarding our financial performance. 
They were Operating Margin; Earnings Before Interest and Taxes, referred to as “ E B I T  Cash Flow; and Retum 
on Net Invested Capital, referred to as “RONIC.” For 2001, our Operating Margin. EBIT and RONIC were 
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